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KEY ECONOMIC INDICATORS 


All values in Million $ U.S. 
unless otherwise stated 


$2.10 
$2. 28 
$2.46 
$2.51 


# Change (72/73) 
INCOME AND PRODUCTION 


GNP at current prices + 27 
Per capita GNP (current 
price - single $1) 
State Budget - 59 
Crude Oil Production 
(Million U.S. Barrels) 27 26 
Crude Oil Runs to Refinery 
(Million U.S. Barrels) 94 87 
Revenue from Abu Safa Field ~ - 
Average Unemployment Rate 3%(est)  3%(est) 


ee 
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MONEY AND PRICES 
Money Supply est as of Sep se 
Currency in Circulation 48 58 37 est as of Sep 74 
Money Market Conditions (approx. as of Oct. 26, 1974) 
Description: Rediscount Rate 
Prime Short Term Rate 
Discount Trade Paper 
Bankers Aceeptance Commission Market 
3/5 Year Bank Term Loan Rate - 


Short/Medium and Long Term Govt. No Market 
Personal Loan Rate 9% 
Sight Discount Rate No Market 


Time Deposits: 30 Days 63 - 7% 
90 Days 63 - 74% 
180 Days 6-7/8 - 74% 
3% 


Interest on Savings Deposits 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange 
Reserves N.A. 
Balance of Payments N.A. 
Balance of Trade N.A. Jan-Sep 
Exports (Incl. Re-exports) FOB 60 Jan-Sep 
U.S. Share 0.8% Jan-Sep 
Imports, CIF 221 Jan-Sep 
U.S. Share 12% Jan-Sep) + 5% 


NOTE: Export and Balance of Trade 
Statistics do not include oil. 





SUMMARY 


Spurred on by its own increased oil revenues as well as the regional 
boom in the Gulf, both the public and private sectors of Bahrain's economy 
are expanding at an unprecedented rate. New construction is visible 
everywhere, even though inflation has severely cut into available funds. 
The Government will now be able to carry out projects which up until now 
have remained in the planning stage. 


The Government, mindful of the day when oil revenues will no longer 
be available, seeks to enlarge on Bahrain's already viable position as 
a regional trading and service center. Industrialization, another means 
of diversification, is well underway; however, any new projects must be 
weighed against the availability of human and natural resources. 


Bahrain's imports and re-exports (principally to other Gulf States) 
continue to rise, providing an expanding market for U.S. suppliers. 
In addition to direct sales, American firms may wish to look at other 
opportunities in Bahrain. The Government actively encourages foreign 
business to operate here, and the presant business climate provides 
opportunities in the fields of consultancy, contracting, licensing and 
joint ventures. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


OVERVIEW - The dynamic state of Bahrain's economy is strikingly apparent 
from an impressionistic look at the bustle of the business community without 
the need to pour over national account statistics. Bahrain is benefitting 
fully from the regional boom. New construction is visible everywhere and 
government officials as well as private businessmen reflect the general 
feeling of optimism. With increased business activity and an abrupt rise 
in government oil revenues, Bahrain finds itself suddenly no longer short 
in public and private development capital. In fact, in the coming years 
Bahrain may well find itself with short-term surpluses of public funds 
from time to time. 


Bahrain's major economic problem at this time is inflation. In 
addition to worldwide price increases, literally everything is now in 
greater local denand driving prices up even further. While consumer price 
statistics are not presently kept by the Government of Bahrain, the impact 
of inflation is painfully obvious to everyone. Construction materials are 
among the items hardest hit. The Government of Bahrain has embarked on 
ambitious programs of subsidizing basic consumer commodities and is 
intensifying efforts to construct housing for low- and middle-income 
families. One such housing project, Isa Town, is already completed with 
others in the planning stage to provide homes for the more than 5,000 
families on the waiting list. 


While not likely to suffer any major disruption of its economy in the 
near future, Bahrain's oil income may peak next year. Crude oil production 
is declining and Bahrain must look forward to the day when oil reserves 
have been depleted. Income shared from Saudi Arabia's Abu Safa field will 
soften the blow. Another method of making up for decreasing oil revenues 
is to expand on Bahrain's traditional position as a regional trading and 
service center, the result of years of capitalizing on relative human 
and geographic advantages. Other richer countries in the area are now 
eager to duplicate Bahrain's service infra-structure. While Bahrain's 
relative importance may be challenged, its economy will still benefit from 
a healthy slice of a rapidly growing regional pie. Bahrain also looks to 
industrialization as a means of diversification with emphasis on energy 
intensive industries. However, even Bahrain's substantial reserves of 
unassociated natural gas are finite and any new use of natural gas will 
be thoroughly studied, weighing proposed consumption against reserves. 
Perhaps more critical is the present and projected shortage of local 
labor which puts severe limitations on Bahrain's ambition to industrialize. 


STATE INCOME - As a result of increased oil revenues, the Government 
of Bahrain now finds itself in the position of being able to go through 
with many planned projects. Bahrain's 1975 budget, details of which have 
not yet been released, will show receipts of $333 Million, up from $229 
Million in 1974 and $86 Million in 1973. These figures take no account of 
the proposed oil participation agreement which in its present form (60/40) 
would add roughly another $49 Million in 1975. The effect of the increased 
revenue will be offset to a considerable extent by the toll of world 
inflation on an economy heavily dependent on imports. 





INDUS TRY 


Oil - Petroleum and products are still the mainstay of the Govern- 
ment of Bahrain's income. The proposed 1975 budget shows 85 percent of 
the State's revenues from oil. Production is gradually declining and this 
source of revenue is not likely to increase in future years. In addition 
to: refining the 70,000 barrels of crude oil produced in Bahrain, Bahrain's 
refinery refines about 180,000 barrels per day from Saudi Arabian oil 
fields. Bahrain shares equally in the revenues from the Abu Safa off-shore 
field located between Bahrain and Saudi Arabia. Increases in Abu Safa 
production will in part. offset the anticipated revenue loss as Bahrain's 
own crude production dwindles. 


Aluminum - Aluminum refining, Bahrain's major industrialization 
project after oil refining, is also subject to increasing prices for raw 
materials and labor. At present almost all of the refined aluminum is 
exported as ingots. The Government is now going ahead with plans for an 
aluminum extrusion plant which will permit local industry to obtain 
aluminum in a workable form and pave the way for additional light industries. 


Dry Dock - Dredging for the OAPEC-funded Arab Shipbuilding and 
Repair Yard is now in progress. Tenders for the main construction work 
will be issued early in 1975. The dry dock facility, a $120 Million 
project which will eventually permit handling vessels up to 500,000 tons, 
is expected to be operational by 1977. Ancilliary industries now under 
consideration should add further to the development and diversification 
of the economy. 


Industriel Services - Bahrain is also growing in the field of 
regional service industries related to the petroleum industry. For 
example, the American petroleum engineering company of Brown end Root, 
among others, has selected Bahrain as base for its operations in other 
Gulf countries. Currently, some 338 American Brown and Roct employees 
operate in and out of Bahrain. Other American companies in the oil 
service industry are following this pattern, although on a lesser scale 
in terms of American staff. 


LABOR - One result of Bahrain's economic expansion is that local 
labor will be even harder to find. It is government policy to favor the 
employment of Bahrainis when available, but in this year's speech opening 
the National Assembly, the Government acknowledged expatriate labor will 
be needed if planned projects are to be completed in time. The 1971 
census showed that 62 percent of the labor force was Bahraini. Bahrain 
once again experienced some labor unrest last spring but the Government 
took steps to see that key industries were not disrupted. The unrest 
apparently reflected both bread-and-butter issues resulting from the 
rising cost of living, and the long-standing demand for creation of 
labor unions. There is presently a labor bill before the National 
Assembly. The anticipated legislation will have significant impact on 
labor relations. 





SERVICES 


Transport and Tourism - Bahrein's modern airport, opened in 1971, 
was planned for two phases of expansion. The second phase, now under 
construction, will enable the airport to handle five wide-bodied aircraft 
at the same time and to service effectively transit aircraft and passengers 
(up to 491,833 in 1973 from 135,012 in 1971). The airport also serves as 
the home base for Gulf Air's offices and equipment. Gulf Air has recently 
expanded service and is expected to conclude arrangements to purchase its 
own wide-bodied aircraft soon. The decision to construct a causeway 
linking Bahrain with Saudi Arabia is expected to be announced soon; when 
completed, the causeway will have a profound impact on Bahrain's "tourist 
industry". A new Hilton Hotel is under construction and will open in 1975. 
There are nearly 1,000 additional hotel rooms under construction or in the 
final stages of planning. With its sunny climate, sand beaches, and 
important archeological sites, Bahrain has the capability of becoming a 
tourist center. One local tourist agent already brings groups to Bahrain 
as a stopping-off place on trips between Europe and the Far Hast. The 
question is whether Bahrain, presently short of labor and trying to cope 
with the social impact of a large and growing Western business community, 
wants to accept the burdens international tourism might bring. The 
Government may decide to limit promotion of "tourism" to attracting the 
businessmen traveling the region and vacationers from the Gulf area, 


Banking - There are presently sixteen banks operating in Bahrain. 
Two of these, Chase Manhattan and First National City Bank, are American, 
and the opening of an office by Continental Bank of Illinois has been 
announced publically. Tax, communication and other advantages give 
Bahrain something of a head start toward becoming a regional banking 
center. The relative ease with which competing neighbors, with greater 
wealth, can duplicate most of these advantages places limits on Bahrain's 
potential in this regard. At minimum, however, Bahrain has advantages 
for becoming the administrative center for regional banking activities by 
foreign banks. 


Commerce and Port Facilities - Bahrain's imports for the first 
nine months of 1974 exceeded the total for 1973. Over one-third of 
Bahrain's imports are re-exported, principally to other Gulf states. The 
increase in imports has caused corresponding increase in unloading delays 
at Bahrain's port of Mina Sulman, and major shipping conferences have 
imposed surcharges of up to 40 percent. The Government has recently 
appointed consultants for a plan to add six additional berths and supporting 
facilities. The dredging tender should be out by January 1975 and the 
construction tender by April 1975. The first additional berth is expected 
to be open by April 1977, with all six completed by 1979. 
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IMPLICATIONS FOR THE UNITED STATES 


EXPORT MARKET - The devaluation of the dollar combined with the 
inability of traditional suppliers to quote acceptable delivery dates has 
helped make the United States the principal source of imports to cost- 
and quality-conscious Bahrain. As Bahraini merchants become increasingly 
familiar with U.S. sources of supply, we expect U.S. exports to continue 
to grow. Individual American suppliers, however, cannot expect to reap 
the benefit of this trend without a willingness to develop an ongoing 
relationship with Bahrain's merchants. A visit in person with adequate 
prior research and serious specific proposals is, of course, the best 
means of establishing business relationships. If this is not possible, 
correspondence (possibly initiated with the help of the Embassy or the 
Department of Commerce's Trade Opportunities Program) provides a substitute. 
Merchants in Bahrain would prefer to deal with an individual rather than 
an anonymous corporate structure, and they prefer to be contacted by an 
Americen employee of the American supplier rather than a non-American 
who may have e franchise for the entire area. Key areas in which there 
are opportunities for expanded U.S. exports are automobiles, heavy 
machinery, chemicals, materials hendling equipment, and foodstuffs. 


CONTRACTORS AND CONSULTANTS - American firms are actively sought 
as bidders on local projects, although presently few U.S. consultents or 
contractors ere represented. Firms interested in competing for* major 
projects should contact the Embassy directly or make us of the Department 
of Commerce's Major Export Projects List and List of Foreign Government 
Tenders. It is not necessery to have 2 locel egent in order to submit a 
bid; however, successful tenderers are expected to meke arrangements with 
a local firm. In the foreseeable future, the areas in which U.S. con- 
tractors would have meaningful specific opportunities are port expension, 
causeway, cry dock, housing, hotels, water and sewer systems. Consultants 
are in ongoing general demand in the following areas: housing, desalination, 
and a cultural center. 


INVESTMENT IN BAHRAIN - The Governmert of Bahrain encourages foreign 
firms to set up business in Pahrain. Under existing regulations there are 
few restrictions on registering < company. It is government policy to 
require at least 51 percert local participation for a firm locally incor- 
porated; for < branch office a sponsor is required. As ea metter of policy 
the government offers to provide incentives to local and foreign compenies 
wishing to start business in Bahrain. For example, investors can lease 
land in the free port industrial area on concessionary terms; raw materials 
and products are exempted from customs duties if the goods manufactured 
are exported. Capitel equipment is usuclly exempt from customs duties. 
There cre no corporate or personal income taxes and no restriction on 
convertibility or repatriation of cepitel or profits. 


The major opportunities for Americcn industrial investment here 
appear to be: 


1) On the besis of the local market, manufacturing or repair 
and meintenance related to ship repairs. 





On the basis of the regional market, servicing and 
distribution of equipment used in the oil industry. 


3) Manufacture of aluminum and plastic products, particu- 
larly for the housing industry. 


As American business activity in the oil rich Gulf area expands, 
Bahrain is the logical first spot to investigate as a base or headquarters 
for operations in the entire region. In eddition, Bahrain is a choice 
location for traveling regional representatives of banking, investment, 
or construction end other companies with significant potentiel interest 
in the area. 








